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STEPS IN THE PROCESS:

Step 1 Determine beginning and end of year booked component costs for each account. Aggregated
beginning and end of year component costs for each account reflect data reported on ARMIS
43-02, Table B-1, Columns ab and af, respectively. Pre-USOA data ties to the company's
Form M reports. The individual beginning and end of year component costs are derived
based on special studies performed by the company, utilizing accounting reporting codes (e.g.
EXTCs) and company financial systems.

Step 2 For each account, determine component distributions (weights) based on the dollars in that
account (as derived in Step 1) devoted to each component.

Step 3 For each account, determine year-over-year growth rate of each component: The contract
labor price growth rate is based on Bureau of Labor Statistics Price Indexes (e.g.
Employment Cost, CPIW). Labor growth rates reflect the year-over-year change in actual
salary, wage and fringe benefit costs. Labor costs are derived from company subsidiary
ledgers which support the ARMIS 43-02 report. Growth rates for material costs in each
account are based on special studies. One growth rate is calculated for each labor component
(contract and company) and used in every account.

Step 4 Calculate the weighted average growth rate of each subaccount utilizing the component
weights (Step 3) and growth rates (Step 3). See mathematical example below that yields a
growth rate of 7.78% for account A.

Step 5 Calculate the weighted average growth rate of each account utilizing the subaccount growth
rates (developed in step 4). See the mathematical example above that yields a 4.96% growth
rate for account C below.

Step 6 Determine current year plant index by multiplying the weighted average growth rate of each
account (or subaccount) by the prior year plant index.

Suppose, for example, that component costs (based on the most recently updated data) in
subaccount A, which is company labor intensive, are $1,000 for materials, $8,500 for company labor,
and $500 for contract labor -- for a total of $10,000 in account A. Then, 10% of the booked costs
are for materials, 85% for company labor and 5% contract labor. Suppose further that in year Y
materials costs in that subaccount are growing at a rate of 4%, company labor costs at 8.5% and
contract labor costs at 3%. Then, the growth rate for that subaccount is (10% * 4%) + (85% * 8.5%)
+ (5% * 3% -- for a growth rate in year Y for account A of 7.78%. Also in year Y subaccount B
is growing at a rate of 3.55%, and A and B are the subaccounts of account C. If the end of year book
costs (as reported in company subsidiary ledgers) for subaccounts A and B are $11,000 and $22,000,
respectively, then A is 33 1/3% of account C and B is 66 2/3% of account C. The growth rate of
account C in year Y is (33 1/3% * 7.78%) + (66 2/3% * 3.55%), or 4.96%.

Calculating the index in year Y for account A uses the index for the prior year and grows it
by 7.78%. If, for example, account A's index was 130.0 for the prior year, then the account's index
for year Y is 130.0 times 1.0778 or 140.114, which would round to 140.1.



Table 1

Competitive Access Providers:
Summary by State and City as of May 1994

STATE EXISTING CAP
. o CITY/AREA L o )
ALABAMA Andalusia Deltacom
Anniston Intenstate Fibernet
Birmingham Metrex, Privacom, Interstate FiberNet
Daothan Deltacom
Gadsden Interstate Fibernet
Leeds Interstate Fibernet
Ozark Deftacom
Pell Ciny Interstate Fibernet
ARIZONA Phoenix Intelcom, City Signal, TCC, Electric Lightwave
ARKANSAS Litthe Rock Entergy
CALIFORNIA Bel Air MFS
Beverly Hills MFS, TCC
Burbank MFS, TCG
Century City MFS, TCG
Culver City TCG, Bay Area Telepont
East Los Angeles Bay Arca Telepurt
El Munte TCG
El Segundo MFS, TCG
Fremont TCG
Clendabke TCC., Bay Area Telepuort
Hollywood MFS, TCG
LA Airport MFS, TCG, Bay Arva Yeleport
Lakewoud Linkatel
Lancaster Bay Area Telepont
Ladi Bay Area Telepurt
Long Beach Linkatel
Los Angeles MIS, TCG, Bay Area Teleport
Las Gates Bay Area Telepurt
Milpitas MFS, 1CG
Murgan Hill Bay Area Telkeport
Oakland T1CG, Bay Area Teleport
Rancho Cordova Bay Area Teleport
Saramento Phoenix Fiberlink
San Bernading Bay Area Teleport
San Diego . Electric Lightwave, Linkatel, Lime-Warner
San Francisco MES, 1CG, Bay Area elepornt
San fmee Mk

"~ PYANNED

CITYIAREA

Birmingham
Huntsville
Mobike
Montgumery

Phoenin

Anaheim
Burlingame
Concord
Cupertino
Cypress
Foster City
Irvine
Kearney Mesa
Latayette
f.a julla
Long Beach
Mendu Park
Miltbrae
Mission Valley
Mountain View
New port Beach
Pato Ao
Pleasanton
Rancho Bernarda
Rancho Cordova
Redwaoad City
Sweramento
San Bruno
San Carhoe
San Mateo
Santa Ang
f-:l!\l.! Muonica

USTA Reply Comments
Docket No 94-1
Price Cap Review

CAP

Amencan Comm Sves. (ACS])
American Comm. Sves, (ACSH
American Uomm Sus (ACS)
American Comm Svs. (ACS))

Linkatel
MiS
I"hoenin Fiberlink
MIS
Linkatel
MIS
Linkatel
Linkatel, 1CG, Time-Wanwr
[y
Linkatel, 1CG, Time Warwr
Linkatel,MIS
MIS
MIS
Linkastel, Time-Warimwer
MES
Linkateld
MiS, 1O
e
Lime-Warwer
Fleaine Fightwave
MES
Fledeic Lightwave
MIS
MIS
MiS
1 inkotel
[I§W
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Table 1
Competitive Access Providers:

Summary by State and City as of May 1994
STATE T TEXISTING CAP T T T PLANNED CAP
e CITY/AREA _ e CITY/AREA
CALIFORNIA (com..)) Sama Barbara Wikel Surento Mena Linkatel b,
Santa Clara MFS, TCG Walnut Creek 1
Santa Monica MPS
Sherman Oaks MFS
Sunnymead Bay Area Telepurt
Sunnyvale MFS
Thousand Oaks Bay Area Telepurt
Torrance Linkatel
Van Nuys Bay Area Teleport
West Hollywood MFS, TCG
Westwood MFS, TCG
Woudland Hills TCG
COLORADO Culorado Springs InteiCom Boukder IntelCom
Denver TCG, IntelCom, Jones Lightwave, MFS
Fort Coldlins InteiCom
Pueblo InteiCom
CONNECTICUT Hartford MFS
Menden American Lightwave
Meriden American Lightwave
DELAWARE Wilmington Delaware Lightwave (MFS), Locate Wilmington MES, Eastern Telebogi
- DIST. OF COL. Washington DC MFS, Lacate
FLORIDA Altamonte Springs Time-Warner Bramdon EL Digital Media Panaers
Buyton Beach Locate Clearwater MES, Wilted, Florida Dig. Media Pantners, 101
Delray Beach Locate Ft Laudendale MU Metra/ATS, Amer Comm. Sves. (ACSEH)
Fort Lauderdale <G Jackoumilhe American Comm. Sves, (ACSH)
Jacksonville Intermedia, AlterNet, Jacksonville Telepon Lakeland Peaples Cable
Lakeland Intermedia Manater County Paragon Cable, Lime-Warer
Metbourne FiberCap Miami MU Metro/ALS. ACSE MES
Miami Intermedia, TCG Orlando American Conn. Svos. (ACSH)
Orlando Intermedia Pensacula Amcncan Comm Sves (AU SI)
St Petersburyg Intermedia, Wiltel, Paragon Cable, fones Lgt. St. Petersbury MiES, L Dy Media Pactners, Time Wainer
| allahassee Intermedia Saramna htermedia
fampa Intermedia, Jounes Lightwave Tampa
West Patm Beach TG

West Palm Beach

MES, Wikel 11 g Media Partowers, Tone Wain

American Conn. Sves (AE S
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Table 1

Competitive Access Providers:
Summary by State and City as of May 1994

STATE EXISTING CAP T 7 " PLANNED CAP
o CITY/AREA o e _CITY/IAREA
LOUISANA New Orleans Two-Way Communications, Locate Baron Rouge American Comm Sves {ALUSH
Latayetie American Comame Sves. (ACSH
New Orleans Amv. Com. Sves (ACSE), MCEMeto/ALS, LA Fibwer)
Shreveport American Comm. Sves. (AUS))
MAINE Southern Area 1™
MARYLAND Baktimure MFS, Bait. Gas & Elec., Locate
Hagerstown ValleyNet
MASSACHUSETTS Andover TCG Boston (Metro) Cablevision, MCT/ Metro
Buoston MFS, TCG, Locate Eastern Mass. 10, MES
Brockington TCG
Burlington MFS, TCG
Cambridge MFS, TCG
Dedham TCG
Easton TCG
Framingham TCG
Lawrence TCG
Lexington MPS
Lincodn MFS
Makden j{a
Marlburo TCG
Medford TCG
Natick TCG
Needham TCG
Newton TCG
Nurth Reading TCG
Quincy MFS, TCG
Reading TCG
Somerville MFS, TCG
Springfichd Brooks (Fivecom)
Wailtham MFS, TCG
Wilmington TCG
Woburn TCG
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Table 1

Competitive Access Providers:
Summary by State and City as of May 1994

" PLANNED

CITVIAREA

Petroit
Saginaw
Muskepon

Biloxi
Jacksun

St Louis
State of Mo,

Nashua
Portsmouth
Suuthern Arca

Southern N

T STATE EXISTING CAP
o 5 CITY/AREA e
MICHIGAN AnnArbor City Signal
Detroit TCG, City Signal
Grand Rapids City Signal
Lansing City Signal
MINNESOTA Minneapolis-St. Paul MES, FiberCom, Continental Cable
MISSISSIPM Jackson Access Transmission Sves.
MISSOURI Kansas City MFS, Kansas City Fibemet
Springfield Springfield FiberNet
St. Louis MFS, TCG, FiberNet, MCI Metro, F.AS.T.
MONTANA
NEBRASKA Kearney Cable One
Omaha TCG, MFS
NEVADA Las Vegas City Signal
NEW HAMPSHIRE Portsmouth TCG
NEW JERSEY Camden Eastern Telelogic
Naorthern N.J. MFS, TCG, MH Lightnet, Locate
NEW MEXKO Hobbs Easteen New Mexico Ca-op

Albuguergue
State of N.M

CAP

Mis
|19
Cily Sipgnal

American Comm. Sves. (ACSE)
American Comm. Sves. (ACSE)

FiberNet
1

MES
W
Mis

1

Il om
Jones Lightwave
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Table 1

Competitive Access Providers:
Summary by State and City as of May 1994

STATE EXISTING CAP ~ PLANNED CAP
— . CITY/AREA - CITY/AREA
NEW YORK Abbany MFS, Hyperion New York (Metro) MO/ Metno
Buffalo MFS, Hyperion, Locate
Long lsland TCG, Cablevision, Lacate, MFS
Mamaroneck TCG
New York (Metro) MFS, TCG, Lacate, Cablevision
Rochester ACC Curp.
Syracuse Hyperion
Waesichester TCG
Whise Plains MFS, TCG, NNI
Yonkers MFS
NORTH CAROLINA Cary FiberSouth Asheville American Comm. Sves. (ACSH
Charlutee 10G-Access Svcs., Locate, Charlotte AXS Charlotte ACSL, Time-Wanwr
Durham FiberNet Currituck County Cox FibeeNet
Raleigh FiberSuuth Durham FiberNet, Am. Lightwave, FiberSouth, Time- Wan
Greenshoro American Comm. Sves. (AUSEH, ICG
Raleigh Time-Warner, FiberNet
Research Tri. PPark FiberNet, Am. Lightwave, FiberSouth
State uf N.C. fones Lightwave
Winston-Salem American Comm. Sves. (AUS])
NORTH DAKOTA
OHIO Cincinnati FiberNet, IntelCom, City Signal, Time-Warner, Akron IntelCom
WU-ATS, Ohio Links Butier htel om
Cleveland Intelcom Group Clark fotelC om
Columbus City Signal.Time Warner Cleveland [ [4#
Daywon Intelcom Group Cleveland-Cuyahoga MES, City Signat, IntelCom, Time-Waraer, 1L
Lima Time-Wamner Cincinnati htelCom, Ohio Links, City Signal,
Mansfieild Adelphia Fime Warner, WU-ADS
Marysville Time-Warner Columbus-Franklin MES, City Signal, Tibertel, Lime-Warner, W U
Masun/Lebanon Coaxial Cable Crawiont Cablevision
Warren Tl Delaware Fibertel, Lime-Wainer

Erie Cablevision

Geaupa Cablevisiom
Greene City Signal
___Hamilton City Signal. BiberNet, IntelCom, Western Union

Page b of 9



Table 1

Competitive Access Providers:

Summary by State and City as of May 1994

STATE EXISTING CAP T T PLANNED
i CITV/AREA . CITVIAREA
Huran
Lake
Lurain
Lucas
Mahuning
Medina
Maontgomery
Muontrose
Murrow
Onxford
Portage
Richiand
Summit
Tipp City
Toledo
Troy
Trumbell
Union
Wayne
Waood
OKLAHOMA Broken Arrow PSO Metrolink
Oklahuma City Cox Cable, Dobson Fiber
Tuba SO Metrolink
OREGON Beaverton Electric Lightwave, PacNet, FiberNet Beaverton
Portland Electric Lightwave, PacNet
PENNSYLVANIA Allegheny County TCG, MFS, Penn Access Erie
Beaver County TCG
Carlisle Valletnet
Chambersburg Valletnet
Pittsburgh MFS,TCH/Penn Access, Lucate
Philadelphia MFS, Eastern TeleLogic, Locate

CAP

Cabley ision
Cablevision
Cablkevision
City Signal, el om
City Signal, IntelC om
Cablevision, intel om
City Signal. Intel om
Intelom
Cablevision
Lucate
IntelCom, Cablevision
Cablevision
IntelCom, Time-Warner, Cablevision
Time-Warner, IntelCom
Intel om
Time-Warner, IntelCom
City Signal, lntelCom
Fibertel
Cablevision
City Signal, IntelCom

Penn Actess
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Table 1

Competitive Access Providers:
Summary by State and City as of May 1994

STATE EXISTING CAP PLANNED
— CITY/AREA . . CITY/AREA
RHODE I1SLAND State of R. ). Lucate Providence
SOUTH CAROLINA Cayee MPrX Charleston
Charleston PalmettoNet Columbia
Columbia MPX, PalmettoNet Greenville
Florence PalmettoNet Spartanbury
My rtie Beach PalmettoNet
St. Geoege FalmetioNet
Sumber PalmetioNet
Waterboro PalmettoNet
Yemassee PalmettoNet
SOUTH DAKOTA
TENNESSEE Memphis City Signal Chattanoaga
Nashville City Signal, 10G-Access Svcs. Knoxville
Memphis
Nashville
TEXAS Addison MFPS Denton
Austin Time-Warmer Houston
Carroltun MFS, TCG Louisville
Dallas MFS,TCG, MCI Metro, FiberSouth, Phanoscope Com.
Farmenrs Branch MFS
Houston MFS,Phonuscope, TCG, MCI Metro, FiberSouth
Irving TCG, MFS
Mano MFS, TCG
Richardson MFS
San Antonio FiberSouth
UTAH Salt Lake City Questar Telecom, IntelCom Salt Lake City
VERMONI State of Vi

CAP

MIS, 1O, Jones, Iooks

American Comm. Svos (ACS), 10,

American Comm. Svos, (ACSH), IO

American Comm. Sves, (ACSH), 10
KG

American Comm. Sves. (AUST)
American Comn. Sves. (ACSE)
Time-Warner, Access Transmission Svos
Hyperion, ACSLEL Access T ransmiission Svus.

MIS, TG
Time-Warner
MES

Flearic Lightwave

Hyperion
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Table 1

Competitive Access Providers:
Summary by State and City as of May 1994

Source: Bellcore, 1994

STATE EXISTING CAP "PLANNED CAP
o CITY/AREA - CITY/AREA
VIRGINIA Blacksburg Valley Net Chesterfield Virginia Metrotel
Bluefield ValleyNet Hampton Rids Com FibeeNet
Charkittesville ValleyNet State uf Va. jones Lightwave
Covington ValleyNet
Edinburg ValleyNet
Harrisonburg Valley Net
Lexington ValleyNet
Norfolk Cox Fibernet
Radford Valley Net
Richmond AlterNet of Virginia, Hyperion, Virginia Metrotel
Roanoke ValleyNet
Staunton ValleyNet
Swephens City ValleyNet
Trinaville ValleyNet
Virginia Beach Cox FiberNet
Waynesburo ValleyNet
Wytheville ValleyNet
WASHINCTON Issaqua TCG Everett Y™
Kennewick Northwest Microwave Kirkland 10
Seattle FiberNet, Electric Lightwave, TCG, Digital Direct
Northwest Microwave, PacNet, MFS
Spukane Electric Lightwave
Wenatchee Northwest Microwave
WEST VIRGINIA Martinsburg ValleyNet
WISCONSIN Milwaukee TCG
WYOMING

Page Y of 4
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Muitimedia networks will lead to
new ways of communicating and
computing and new forms of educa-
tion and entertainment.

Telephone and cable television firmis are
rorming altiances to speed their defivery off
multimedia services to the home. A notable
evample s the proposed merger of Bell
stlantic Corp. and Tele-Communications
Inc. Focusing on the programnung to be
provided by these networks. QVC Network
Inc. and Viacom [nc. were competing to
acgurre Paramount Communications Ine..
the entertainment company. At vear-end.
Several firms are announcing Major new
networks. Pacitic Bell's planned S16 hil-
lion network is a good example. AT&T. as a
supplier of network systems and services
and 4 provider of multimedia products and
services. will be a supplier as well as a
customer and competitor of these firms.
The new alliances and networks. increas-

Changes in our competitive landscape

ing competivon. and chianges in technology
and regulation are all leading to more chuoices
tor customers. These trends should also tower
our costs o reach customers over local net-
works. Success in this new multimedia envi-
ronment will depend on innovanon and
giving customers value for their purchases.

Competition is global and increas-
ingly between multinational firms
with partners from ditferent nations.

To offer one-stop shopping for telecom-
IMUMCIHoNS services (o companies that do
business globalty., we formed WorldPartners
with Kokusai Denshin Denwa Co. Ltd. of
Japan and Singapore Telephone. We intend
to also tind European partners or build net-
works there ourselves, spending us much as
S330 million. British Telecom Plc and MCI
Communications Corp. (MChH also tormed
an alliance. as did Germany s Deutsche
Bundespost Tetekom and France Telecom.

\

provide long distance service inthe U.S. We
applicd to provide service inthe UK. and
also asked the FCC to prevent non-U.S. car-
riers from operating inthe U.S. unless we
can compete in therr home markets.

We extended our rivalry with MCl o
Canada through an alliance with Unitel
Communications. e, MCH is atlied with
the Stentor consortium there, Mevico will
open long distance services to competition
from U.S. carriers in {996 as part of the
North Amerncan Free Trade Agreement
(NAFTA 1. NAFTA should also aid our sales
of network systems 1o Mexico.

In 1993 we signed an important agree-
ment with the Peopies Repubtic of China.
where we will compete with Canada’s
Northern Telecom Lid. . France’s Alcatel
Alsthom S. AL, Swedens Tefefon AB L. M.
Ericsson and possibiv others. This past vear
we dlzo won our first contract to supply
switching equipment to Japun. a market that

FA I B I I B I B

Cost controls. coupied with our revenue growth.
cuused Our gross margin pereentage to improve the past
two vears. Operating expenses grew 7.3% in 1993,
muinly because of marketing and sales efforts for tele-
communications services and provisions for business
restructuring. Such marketing and sales expenses also
rose in 1992 but total operating expenses Jdeclined
because of restructuring and other charges in [991.

To increase our presence outside the U.S.. we are hir-
ing emplovees. building plants and tforming joint ven-
tures. However. during the past two vears the economies
of Europe and Japan were very weak and we needed to
restructure some of our overseas operations. For these
reiusons we reported an operating loss in our operations
outside the U.S. both vears. Nevertheless. we continue
to believe that these operations and markets provide
excellent opportunities for future growth in revenues
and earnings.

All our business units tace stiff competition. Prices
and technology are under continual pressure. Such mar-
ket conditions. along with a slow-growing economy.
make the ongoing need tor active cost controls even
more urgent. Managers must continuously assess their
resource needs and consider further steps to reduce
conts. Sometimes these steps will include consolidating
facilities. disposing of assets. reducing work force or
withdrawing from markets.

Like other manutacturers. we use. dispose of and
clean up substances that are regulated under environ-
mental protection laws. We also have been named a
potentiatly responsible party (PRP) at a number ot
Superfund sites. At most of these sites. our share is very
limited und there are other PRPs who can be expected to
contribute to the cleanup costs. We review potential
cleanup costs and costs of compliance with environmen-
tal faws and regulations regulurly. Using engineeriny
axtimates of total cleanup cosis, we estimate our poten-
tar nabtlity for all currently and previously owned
prorertes wiere some cleanup may be required. includ-

British Telecom applied to the FCC to

is dominated by Fujitsu Ltd. and NEC Corp.

-,, =

ing each Superfund site where we are named a PRP. We
provide reserves for these potential costs and regularly
review the adequacy of our reserves. In addition. we
forecast our expenses and capital expenditures for exist-
ing und planned compliance programs as part of our
regular corporate planning process. Despite these pro-
cedures. it is very difficult to estimate the tuture impact
of actions regarding environmental matters. including
potential liabilities to us. However, we believe that
cleanup costs and costs related to environmental pro-
ceedings and ongoing compliance with present laws will
not have a material etfect on our future expenditures.
earnings or competitive position bevond that provided
for at vear-end.

Many of our employees are represented by unions. In
1992 AT&T management and union bargainers negoti-
ated innovative labor agreements with provisions for
emplovees’ career security and well-being us well us
higher wages and increased emplovee ownership ot the
business. Under the wage portion of the agreements.
employees at the top of each wage schedule received
increases of 4% i 1992 und 3.9% in 1993, und will
receive an increase of 3.9% in 1994, Pensions are
increased by 13 for those who retire after May 31.
1992, The agreements ulso retained management tlexi-
bility to react to business conditions while enhancing
education. training and job-changing opportunities
for emplovees.

Telecommunications Services ...................

These revenues grew 0.7% in 1993 and 2.0¢ in 1992,
driven by volume growth. Billed minutes for switched
services rose 3.5% in 1993 and 6% in 1992, paced by
business services. Volume growth exceeds revenue
growth as customers select more of the higher-value.
lower-priced services made possible by our greater erfi-
ciency. This ~hiftin the mix of services that Justomers
select lowers averuge per-minute resenues. [n the iutter



halt ot 1993 we riased somie of our prices and feex—
about S300 million on an annual busis. These increases
were primarily for services where customer demand is
not very sensitive to price. In fute December we tiled tor
1994 price increases of $750 mullion on an annual busis
and also announced a new discount plan for high-vol-
ume catlers. We expect the effects on revenues ot this
discount plan and those 1994 price mcreases o oftfset
cuch other. [n January 1994 we also proposed to raise
prices for some business services by 3163 million on un
annual busis.

We expect improving economic conditions and higher
prices to cause our telecommunications services to grow
faster in 1994 than in 1993,

Telecommunications Services

Dollars in millions 1993 1992 199
Total revenues $39.863 S39.580  $38.303
Costs

Access and other inter-

CONNECTIoNn CosEs 17.709 18.132 18.395
Other costs 7.009 7133 6.381
Total costs 24.718 25.267 25.276
Gross margin $13.145 Ni4. 33 813529

Gross margin percentage 38.0% 36.2%

This past vear we announced AT&T Truelbice® ser-
vice. u new. patented technology to improve the sound
guality on calls placed within the continental U.S. and
Canada. We expect to complete the national rollout by
April 1994 5o that AT&T Truelnice service will operate
automatically on every call placed on our network. We
belteve it gives us a competitive advantage that will help
us attract and Keep customers.

Markets for telecommunications services are
extremely competitive. AT&T is the market leader. but
we saw another small decline in our market share this
past veur. Qur own data and the data of the Federal
Communications Commission (FCC1 show that our
market share is about 60% of the minutes biiled for
imter-LATA switched services. We withstood an impor-
tant challenge to our market position when the FCC
Alowed customers of inbound 8007 <ervices to switch
carriers without penalties for a 90-day period in 1993,
We retained 95% of our 331 largest customers and won
contracts away from our competitors. Many of these
customers signed long-term contracts. so we emerged
tfrom this “Fresh Look ™ period with signed contracts
having a greater doilar value than those we had before.

The FCC uand state utility commissions regulate our
services. and many more rules are imposed on us than
on our competitors. Because of fierce competition and
rapid changes in technology and customer needs. the
FCC adopted “price caps™ in 1989. increasing our flexi-
bility to respond to those market conditions. Since then.
the FCC has removed all limits on our prices for many
business services. However, the FCC decided in June
1993 to continue price caps for residenual services
instead of reducing regulation of AT&T.

Tortal costs of telecommunications ~ervices declined
this pust year: costs in 1992 were ubout level with those
in 1991 . Despite higher calling volumes. access and
other interconnection costs dropped hoth vears lurgely

hecuuse ot lower prices from telephone companies to
reach customers over local networks. The 1993 decrease
in other costs wits mainly due to lower uncollectibies.
We ulso had lower depreciation expense because we
reduced plant additions. The 1992 increase in other
Costs was assoctited with higher service volumes. We
also had higher uncollectibles because of fraud und the
weak economy.

Products and Systems ............cccccenvennnenn.

Despite a weuk global economy and intense price com-
petition. our ~ales grew 8.0% in 1993 and 3.3 in

1992 Sales outside the U.S. grew at a faster rate than
U.S. sales und contributed maore than hait the increase
in both years. Based on our current expectations tor the
global economy. we expect greater sales growth in 1994,

Products and Systems
Doilars in miilions 1993 1992 1991

Revenues
Telecommunications
network products und

syslems $ 8345 S 7.691 3 T390
Computer products and

syslems 3.597 3433 i.667
Communications prod-

ucts and svstems 3.438 3.00% 21882
Microelectronices prod-

ucts. special-design

products tor U.S.

sovernment. and

other* 2418 2.251 932
Products und svstems 17.798 16,473 13,941
Total costs 10.809 9. %46 g.134
Gross margin S 6,989 S A.62T > N7
Gross margin percentage 39.3% 40,27 42.7%

“Other™ is composed principally of media, predonunantiy tor use
with automated tetler machies and pomnt-of-safe cquipment. and
husiness forms.

Revenues trom sales of telecommunications netwaork
products and svstems grew 8.5 in 1993 and 2.7 in
[992. The 1993 increuse came chietly trom higher sales
of wireless products. switching equipment and opera-
tions syvstems. In 1992 the growth caume mamly from
higher sales of cable systems and switching equipment.
Sales outside the U.S. rose both vears while U.S. sales
grew in [993. Orders were heavily weighted towurd
the 1991 start of a seven-vear. S600 million contract
to supply GTE Corporation with wireless equipment.
s0 U.S. vales were lower in 1992,

Many countries are modernizing their communica-
tions networks. This will lead to many sales opportuni-
ties in the years ahead. We expect to partner with these
countries because we provide a full range of integrated
products and services und. sometimes. dassistunce in
financing their equipment purchases.

In February 19923 we signed an agreement with the
State Planning Commission of the People’s Republic ot
China. Under that proposed partnership. we expect to
engage mn local reseurch. development and munutactur-
ing of central oftice switching equipment. cetlular com-
munications systems and telecommunications nztsworks
for use in that country.

Al



An Svervisw of Our Businass Oparations

Qur main business is meeting (i communications and
computing needs of our cuswomery by using networks to
move and manage information. We divide the revenues and
costs of this business inw e categorivs on our INCOme
statement: telecommurications services, products and
svsiems, and renials and other services. AT&T Capital
Corporation (AT&T Capital) and AT&T Universal Card
Services Comp. (Universal Caud) are partners with our
communications and computing business units as well as
innovators in the finuncial services industry. We include
their revenues and CO5ts in » separate category On our
income statemen: financiul yervices and leasing.

Competition in communications and cumputing is
global and increasingly involves multinational [ims and
parmers from different nations. To increase our global
presence, we are hiring, building facilities and wmvesting
outside the U.S. We belicve these commitments of
[esources are necessary w be sucuessful in these markets.
However, the economies of Europe und Japan were very
weak in 1992 and 1993, and we restructured some
operations in those artas. For these reusous we reported
operating losses, in total, for the past thee years in our
units outside the U S. Nevertheless, we continue ty believe
thut isse operations and markets provide excellent oppor-
runities for future growth in revenues and eurnings.

All our business unity face stiff competition. Prices and
technology are under continual pressure. Such market
conditions make the ongoing nccd for cost controls even

more urgent, Managers must continuously assess their
resource needs and consider further sieps o reduce costs,
which could include consolidaring facilities, disposing of
assets, reducing workforce or withdrawing from murkets.

In 1993 one of our business univs, AT&T Global
Information Solutions Company, offered an early retire-
ment progrun and a voluntary scparation program to its
U.S.-based empioyees. About 2,200 employees accepted
the early retirement otfer, and the rotal workforce at
the unit has declined by more than 10% since year-end
1993. We also provided rescrves in 1993 10 restructure
and centralize support services fur telecommunications
services and for other restructuring activities. In total
we provided $498 rmllion beforc taxes in 1993 for restruc-
turing activities.

Atyear-end 1994 reserves fur all restwructuring aclivitics
amounted to about $900 miilion, most of which relatas to

net lease payments to be made over the life of the related
leases. We believe the balance of rcserves is adequate for
the compietion of planned activities to improve efficiency

{

™ complete the merger, McUaw s owuers
exchanged their McCaw siock for 197.5 mil-
tion shares of newly 1ssued AT&T stock. Al
the market closing price for AT&T stock on
September 19, the officiai day of the merger,
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that exchange was worih about $11.5 billion.

We accounted for the merger as 1 pooling
of intcresis. That means we combined the
financiat statements for the two companies.
We did llowever, take oul the business

as part of our commitment to meet intenge competition.

Like other manufacturers, we use, dispose of and clean
up substances that are regulied under environmental
protection laws, We also have been named a potentially
responsible party (PRP) at a number of Superfund sites, At
most of these sites, our shaie is very limited and there are
other PR3 who can be expected  couuibute to the
cleanup costs. We review potential cleanup costs and costs
of compliance with environmental luws and regulations
regularly. Using engineering estimates of totul cleanup
¢osts, we estimate our potential liability for all currently
and previously owned properties where some cleanup may
be requircd, including each Superfund site where we are
named 8 PRE. We provide reserves (or these potential costs
and regularly review the sdequacy of our rescrves. In addi-
tion, we forecast our expenscs and capital expenditures for
existing and planned compliauce programs as part of out
regular corporate planning process. Despite these proce-
dures, it is very difTicult to estimate the firture impact of
actions regarding enviromnental matters, inciuding poten-
tial liabilies. However, we believe that cleanup costs and
costs related to envirunmental proccedings and ongoing
compliance with present laws will not have a material
effect on our furure expenditures, annual consolidated
financial statements or competitive position beyond that
provided for at year-end.

Many of vwr employees are representsd by unions. In
1995 we will negotiatc new labor agreements because the
1992 cunuacts arc due to expirc on May 27.

Telecommunications Services

Phese revenucs, which include witeless services rev-
enues, grew 4.3% in 1994 and 1.6% in 1993, Volume
growth, caused by market share gains arnong residential
custorners, swoug demand from business customers, new
cellular customers aud the improved economy, fueled the
fusier growth in 1994,

Wireless services revenues, including cellular, messaging
and airto-ground scrvices revenucs, grew to $2,280 mil-
lion in 1994 from $1,760 million in 1993 and $1,387 mil-
lion in 1992, primarily because of the added traffic coming
from new custowers. Celfular customers served by
companies in which AT&T has or shares a controlling
interest increased to 4.0 million at year-cnd 1994, from
3.0 million at the end of 1993 and 2.2 million at the end
of 1992.

Billed minutes for switched long distance services rose
more than 7.5% in 1994 compared with 5.5% in 1993.
Volume growth exceeds revenue growth because many
customers are selecting higher-value, lower-priced

<

between the companies just as we remove
dealings berween other ATAT units. Now
all our {inancial information shows com-
bincd amounts as if we had always been
Oone company.

A



Eleven Year Summary of

— ’ Selecind Financial Bata

{unauditcd)
AT&T Carp. and Subsidiarics

Dollars in millions (ug_qn per chare Amm_mts)

1994 1993« 1992 1991 1990 1989 1988 1987 1986 {98S 1984
Roeults of Operations
Total revemucs $75,094 569,351 $66,647 $64,.455 $63,.228 $61,604 $62.067 560,726 $61,975 $63,159 $60,326
Reseacch and
development expenscs 3010 3101 2924 3144 2935 3098 2988 2810 2599 2,52V 2,477
Opersting income (10ss) 8,030 6,568 6,628 1,570 5,622 4931 (23%) 4,164 9% 3,562 2,825
Income (loss) before extracrdinary
item and cumulative affects
of sccounting changes 4,710 3,702 3,442 170 3,478 2820 (1,527) 2,374 609 1,856 1,762
Net income (loss) 4,710 (5906) 3442 (71 3866 2820 (1,527) 2374 434 1,856 1712
Earnings (loss) per common share
before extraordinary item
and cumulstuve effects
of accounting changes 301 239 2.27 0.12 238 195  (1.06) 16l 0.36 1.2] l.i4
Barnings (lous) per
commaon share a1 (382 .27 0.12 2.5 195  (1.06) 1.61 024 1.21 1.4
Dividends declared per
common share 132 132 1.32 1.32 1.32 1.20 1.20 {.20 1.20 1.20 1.20
Assets and Capital
Property, plant and
equipment—nel 322,038 $21,015 $20,798 319,887 $19,536 517,653 $16,886 $22,159 §22,247 $23,182 §$22,180
Total assets 79,261 69,393 66,104 62,071 57,038 45228 41945 45583 44305 44824 43,46
Long-term debt including ’
capital lesnes 11,358 11,802 14,166 13682 14579 10116 10172 9060 8234 8,104 8,963
Common shareouners'
equity 17921 13374 20,313 17,973 17928 15727 11494 16913 15849 6545 15852
Net capitai expeaditurey 4,853 4296 4328 4376 4,369 4,162 4528 3536 1977 4303 3,685
Other information
Operating income (loss)
a8 & percentage of
revenues 10.7% 95% 10.0% 24% B39% B80% (38)%  69% 1.6%  5.6% 4.7%
Net incotue (1nss) aa a
percentage of revenues 6.3% (B5% 2%  05% 58% 46% (25%  39% O7T% 2.9% 2.8%
Return on avennge
common equity 295% (47.1)% 1746%  09% 21.2% 19.1% (B9% (43% 20% 106% 104%
Dats st yeur-end.:
Stock price pec share $%50.28 552,50 $51.00 $39.12%5 $30.125 34530 $2875 327.00 $2500 62500 $19.50
Book value per common
share $11.42 5 3.65 $1331 $1205 81233 $1092 $ 957 Siig7 $1i.04 SIL73 0 §11.19
Deabt ratio $8.3% 644% 53.1% S548% 535U  45.0% 43.8% 384% 39.6% 1993  42.0%
Debt ratic excluding
financial services A% 49.1% 408% 46.0% 476% 39.3% 42.2% 35.2% 376% 184N  41.71%
Employees 304,500 317,700 319,000 322,300 333,400 343,000 367,400 366,200 379300 400,400 427800

1993 dows rafiect o $9.8 billion nes charge foc theee sccoumting changes.
1991 dave reflevt $4.5 billion of busness metrustuning sad other charges.
1988 doua ruflect 2 £6.7 billwn charge dus t accelened digitizstion nf the long distance nstwork
1986 dama reflem $3.2 biftiun uf vhaages for Duinems roatructuring, an secuinting changs and ather itorw.
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services made possible by our increasing efficiency.
Although we raised prices on basic services over the past
two years, the shift in the mix of services that customers
selected reduced average per-minute revcnues in 1994
and 1993 '

AT&T True USA™ Savings and AT&T True Rewards*”
offer savings and other bencfits to residential customers
based on their calling volumes. We also rolled out AT&T
TrueVoice® service, a patented technology to improve the
sound quality on calls placed within the continental US.
and Capada. Qther offers and calling plans now share this
theme of offering customers true value, These efforts
helped us retain and win back residential customers in
1994, allowing us (0 recapturc some market share for the
first time since the breakup of the Belf System in 1984,

We expect continuing strong volurme growth in 1995,
leading to further growth in teleccommunications services
revenyes. Several of our initiatives will cnhance future
network capabilities for communications and computing.
For example, since late 1994, Network Notcs™ has enabled
customers to access applications and information hosted
on the AT&T network that are compatible with the popuiar
Notes groupware software from Lotus Development Corp.
Beginning m 1995, Netware Connect™ services, based on
popular networking software from Noveil, Inc., will enable
users to link computers or use computer-based services
through the AT&T network. Through our relationship with
Xerox Cotp., users will be able to store and transmit high-
quality production documents through our network. Qur
WorldWarx* service, developed in cooperation with
several major equipment vendors, will permit interactive,
multipoiat video and data calls. Customers using our
PersonaLink* service may program “intelligent agents™
to sort through, retrieve and monitor desired information
on networks.

Total cost of telecommunications services declined both
years despite higher volumes, in part beeause of reduced
prices (or connecting custommers through local networks. In
addition, we improved our efficiency in network operations,

engineering and operator services. With lnwer costs and
higher revenues, the gross margin percentagc rose to 41.8%
in 1994 from 39.0% in 1993 and 37.2% in 1992.

Products and Systoms

Expansion abroad and into new customer segments,
improved global economic conditions and major contract
wins raised salcs by 13.1% n 1994 and 8.1% in 1993
despite stiff price competition, Sales outside the U.S. grew at
2 faster rate than U.S. sales and were responsible for more
than half the growth both years, We expect sales under major
contracts and the continuing economic recovery outside the
U.S. in 1995 to pave the way for further growth in revenues.

Mirhts and compes

19804 Seurces of Revenne

At Perveniages of Torw! Revennes

g foaty are qutside the .5

Reveoues from sales of telecommunications network
products and systems grew 17.3%in 1994 and 8.5% in
1993. The 1994 increase reflected higher sales across this
product line, particularly in switching and transmission
systems and wircless products. About $243 million of
switching revenues in 1994 came from consolidating
A.G. Communication Systeras Corporation because AT&T
raised its ownership to 80%. The 1993 increase came chiefly
from higher sales of wireless products, switching equipment
and operations systems. For the last two years, sales grew
both inside and outside the U.S.

Dbt o N T iends an
r Fele omunuie, sthans Sprvices ]
! .
mhm' and gain scale. Some of the largest cable TV markets, is forming & joint venture with cable

s we ook sivaad, along with growing oppor-
tunitics, we ses more direct competition for
AT&T coming from local telephone, long
distance, cable television, wircless and other
companics that offer netwark services, AT&T,
a3 a supplier of networking systems, services
and products, will be a supplier as well 23 2
cusiomer snd competitor of these firms. There
may wiso be other entrants from the communi-
cations and information services industrics,
such as providers of information systems, who
wilt offer basic or integrated services.
Custormers snd competitors - present and
future - are meking acquisitions, merging, and
forming joint ventures and alliances to expand
their geographic reach, cnter new markets

companics, such as Telc-Communications Inc.
(TCI) and Time Wamner Inc., are clastering
cable systcms. Cables have more capacity than
current phone lines, suiting them for multi-
media use. Bell Atfantic Corporation, Nynex
Corporstion, U S West, inc. snd Airtouch
Communications Corp. formed an alliance

aof their ceilulur operstions to gain & nationat
presence end bid against AT& T and others for
rudio licenses to provide personal commu-
nications services. These licentes are being
auctioned by the Federal Communications
Comanission (0 get as many as scven wireless
competitars in each territory. Sprint Corpora-
tion (Sprint), which alrewdy competes in local
phone acrvice, long distance and cellular

companies TCl, Comcast Corp. and Cox
Exmterprises, [nc. to expand its presence in
both local and wireless markets.

Severul bills were introduced in Congress
{ast year which wouid have accelerured com.
petition for [ocal access and phone services
and permitted the Regions) Bell Operating
Companies (RBOCS) to offer Jong distance
sarvices under ccrisin conditions. Although
none of thase bifls was enucted, several key
members of Congreas have inoduced or
announced plans t introduce new bills during
1995 that would permit competition in Jocal
services and set conditions under which the
RBOCs would be permitted to offer fong dis-
wnce services and manufacture equipment.
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n Prace:

ALl THOSE LONG-DISTANCE DISCOUNTS
ARE SWEET, BUT ...

Hikes in basic rates are offsetting special deals and sending phone company revenues ever higher |

. INTERSTATE RATES, ALTYNOUGHN SHARPLY LOWER SINCE ™

ATAT BREAKUP 1IN 1984, NAVE BEREN RISING OVIR THE PAST FOUR YEARS

MNIOIOC RAR BT AOM HAVIN/SABA CIIABE BY NAY VIHA/WW

get a lot ot pitches beseeching you w

switch from one deeply discounted
long-distance service to another. With
the intense competition among MCI's
Friends & Family, AT&T's True USA Sav-
ings. and Sprint's The Most. long-dis-
tance telephone customers must be get-
ting some great deals. right?

Not necessarily. Data compiled by the
Bureau of Labor Statistics show that
basic interstate long-distance rates,
though down precipitously since the
breakup of the Bell System in 1984, have
been rising for the past four years—by
nearly 10% from January. 1990. to July,
1994. The hikes offset the discount plans
and, along with rising calling volume,
helped the long-distance industry post a
healthy 8%-plus revenue gain in the sec-
ond quarter. That compares with a year-
over-year gain of slightly less than 5% in
1993's second quarter. As a recent study
by market researcher Yankee Group Inc.
notes, carriers “seem to be funding the
marketing wars lately by slowly increas-
Ing basic. .. rates.”

The proof is in the Tederal Communi-

I f vou own a telephone, vou probably

cations Commission filings. [n the past
vear, AT&T, which carries about 80% of
the nation's long-distance traffic, has
raised the per-minute charge for basic
calls three times—by 4% in August.
1993, 6.3% on Jan. 1, and ¢% on June L
And the increases keep coming: On Aug.
29, AT&T filed a request with the FCC
to raise domestic calling-card rates by an
average 2.1% and international services
by 1%. A month earlier, it had request-

BLS findings, arguing that extensive use
of discounts that range ffom 0% to 35%
makes the basic rate irrelevant—like a
car's sticker price. “Nobody, absolutely
nobody. pays sticker price,” asserts McC!
President Gerald H. Taylor.

That's not exactly accurate. While

! none of the long-distance carriers re-

veals how many subscribers are on dis-
count plans. Yankee Group estimates
that some 11 million are enrolled in MCI's

ed rate hikes on 800 lines
and international calling-
card calls.

Ltockstep. So what, vou

RINGING UP
HIGHER RATES

Friends & Family, 6.5 mil-
lion in aT&T's True Usa
Savings program, and 3
million in Sprint's The

say—T1l just switch to n

MCI or Sprint. It won’t
save you much. MC! Com-
munications Corp. and

W4

PRODUCIR PRICE INDEX
FOR INTERSTATE __

LONG-DISTANCE SERVICE

Most. Since there are
more than 140 million
phone lines in the U.S.. it
stands to reason that mil-

Sprint Corp. have raised
their basic rates virtually
in lockstep with AT&T.
With some 8% of the
long-distance  market
among them, the big
three are unlikely wo set

I S N il

lions of callers, at the
least. are paying sticker
price.

The carriers also bran-
dish a set of statistics
showing that, overall,
rates continue to decline.

off a genuine price war.

&b BUSINESS WEEK/SEPTEMBER '3, "G4
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The true measure of the

. LR N . -
The three dispute the | , oo jeaeno market. they say. is the
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average price per minute paid for long-
distance service. That price, which fac-
tors in all discount plans, has declined
every year for the past decade—by 411%
in actual dollars and 63.3% when adjust-
ed for inflation, according to ATST.

But the average price per minute is
more than just the money shelled out by
consumers. It also includes the deeply
discounted rates paid by corporations,
which negotiate their own deals with
the carriers. Still, even with steep corpo-
rate price cuts added in. the decline in
the average rate is slowing. The mea-
sure fell 2.6% during the second quarter
vs. a 4% drop a year earlier.

i Even aT&T doesn't deny that tariff
hikes are offsetting the cost of promo-
tions. In its 1993 annual report, AT&T
told of a $730 million rate increase filed
last December and a new bargain offer-
ing for high-volume callers. “We expect
the effects on revenues of this discount
plan and those 1994 price increases to
offset each other,” it said. Certainly the
second-tier long-distance companies are
aware of this balancing act. “The promeo-
tions may make it look like there is
price competition in residential, but the
fact is that the base rates have created
proiit margins that are much better than
you get from businesses,” says H. Brian
Thompson, chairman of long-distance
company LCI International Inc.
PROPAGANDA MILL. One of the reasons
profits are better is that costs are lower,
The access fees that interstate carriers
pay to use local lines, which account for
about 40% of their costs, have been fall-
ing steadily for years. At one time,
those savings were automatically passed

;] on to consumers. But since 1989, when

the FCC allowed AT&T more flexibility in
setting rates, one no longer necessarily
follows the other. The change helped in-
crease operating earnings for the sec-
ond quarter by 12.4% for aT&T, 20.8%
for MCl, and 33.3% for Sprint.

All of this is grist for both sides of
the propaganda mill in Washington. As
Congress debates an overhaul of tele-
communications regulations, the local
phone companies argue that they should
be given entry to the long-distance mar-
ket, contending there is no true compe-
tition there now. But the long-distance
carriers say they are operating in one of
the most competitive markets in the
world. They do have one unshakable
fact on their side: [nterstate rates have
dropped a lot further in the past 10
years than local tariffs.

So both sides continue to hit mem-
bers of Congress over the heads with
their rate charts. Meanwhile, what's a
consumer to do? Well, when they call
to enroll you in a discount plan, don't
hang up.

By Catherine Arnst in New York

INFORMATION PROCESSING

If you feel like your money
is going nowhere, invest in
Janus Worldwide Fund.

With Janus Worldwide
Fund, you might buy into a
technology stock in Singa-
pore. Or a medical firm in
Germany. Or a muitinational
company based in Sydney.
Or a world of other exciting
investment opportunities
that helped this no-load fund
achieve an average annual
total return of 18.54% for the
life of the fund.”

[f you're interested in an
investment that has the poten-
tial to really take you some-
where, here’s a chance to put
your money to work on a
global scale.

Janus Worldwide Fund!
Name

JANUS WORLD

P.O. Box 173375, Denver, CO 80217-3375
1-800-525-8983 Ext. 630

*Figures are based on total return. including reinvestment of dividends and capital gains.
Past performance does not guarantee future resuits. Your return and share price will
vary and may be worth more or less at redemption than at purchase.

Funds disuriby

EE I EENE NS DN NN -
YES . [ would like to know more about

Call or send in the coupon
today for a free prospectus
containing more complete
information, including ex-
penses and special risks
associated with foreign
investing such as currency
fluctuations and political
uncertainty. Please read the
prospectus carefully before
you invest or send money.
BECAUSE IT’S NOT HOW MUCH
YOU INVEST. IT’S HOW SMART.

..I\*"”k,:ﬂ'l
WORLDWIDE t1
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tooy the Vsoysodd bt o
June Wi, B9

ONE YEAR 17.82%
LIFE OF THE FUND 18.54%

From inceplion - May 15, 1991

WIDE FUND

by Junux Dty ine. M NASD.

Send to:
Janus Funds

Address

P.O. Box 173375
Denver, CO

City/State/Zip

80217-3373
1-800-525-8983

I Janus Funds are no-load mutual funds.

Ext. 630
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